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Update On North American Free Trade Agreement (nafta)
by Steven Ranieri
Category/Department: General
Published: Wednesday, July 22, 1992
July 13: Bernard Grossling, a consultant at the US Geological Service, told reporters that Mexican
negotiators had agreed to certain types of high-risk contracts which will facilitate foreign company
participation in all phases of crude oil exploration and production. Under such "performance
contracts," the state-run oil company PEMEX would pay quotas for exploratory drilling services, and
in the event of striking oil, additional sums would be paid according to the type and size of crude
oil discoveries. The new contract format permits Mexico to maintain rights to the subsoil while
the foreign oil company would obtain rights to a portion of discovered oil. The foreign company
would also assume responsibility for all costs. PEMEX director Francisco Rojas, however, asserted
that such contracts are little more than dressed up risk contracts, and thus, constitute a violation
of the Mexican constitution. July 14: At a press conference in Washington, US President George
Bush told reporters that the three negotiating teams will reconvene July 25 for the last phase of talks.
(See SourceMex 07/15/92 for coverage of Bush's meeting with President Carlos Salinas de Gortari.)
US media sources reported that Mexico has pledged to facilitate access by US and Canadian
companies to financial sector services, eliminating restrictions in a stepwise procedure up to the
year 2000. July 14: Abel Castellanos, adviser to the National Corn Producers Union (Union Nacional
de Productores de Maiz) and Sen. Mario Villanueva said that the treaty is acceptable in general
terms as per tariff protection accorded to basic grains. Villanueva said several years of protection
from foreign competition is necessary for grain producers since they are particularly vulnerable
due to high levels of technological obsolescence and decapitalization. The senator said producers
of corn, dairy products and beans will have 15 to 17 years before all market barriers are removed.
In the case of corn, the government will unilaterally establish import quotas, based on supply
and demand factors. The quota cannot surpass 2.5 million metric tons per year. A 15% ceiling on
import tariffs for citrus products is to be continued. The time period for elimination of all tariffs on
fruit and vegetables averages five years. For wheat, sorghum and soybeans, trade barriers are to
be removed within two to three years. Tariffs will range from 5% to 15%, depending on domestic
output projections. July 15: US and Mexican negotiators reached a preliminary agreement on
health and safety standards. Although details were not immediately available, sources in the US
Congress and the Bush administration said the terms were only preliminary, and thus subject to
change. The most controversial issue thus far in the trade talks on such standards is the level of
pesticide content in Mexican foodstuffs imports. According to results of a recent study published
by the University of California-Los Angeles (UCLA) agriculture and natural resources division,
US fruit and vegetable producers will likely benefit from the NAFTA. Study authors pointed out
that Sinaloa (Mexico) exports between January and April e.g., tomatoes, chile, squash, cucumber,
and eggplant do not compete with California-grown produce. Imports from Baja California are
also described as insignificant in terms of competing with California agriculture. Next, the UCLA
study points out that only 0.5% of Mexican farmers are engaged in agricultural export production.
Many export product growers are located in central Mexico, and thus subject to heavy rains in
summer and fall. Traditional Mexican agriculture is characterized by low productivity, largely
the result of inadequate technology. In addition, overall production costs in Mexican agriculture
have increased, result of peso overvaluation, and the elimination of subsidies applied to water
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for irrigation, fertilizers, electricity and diesel fuel. Mexico's principal advantages over the US,
according to the study, are low labor costs and a climate which permits spring and winter growing
seasons. In the case of many crops, however, these comparative advantages are partially or wholly
compensated for by high-productivity technology employed on US farms. Finally, the study points
out that US agricultural products will continue to be attractive to Mexican buyers, due to peso
overvaluation and the slow increase in agricultural output compared to population growth. Mexico's
annual demographic growth rate is 2.1%, compared to 0.9% in the US. US vegetable products
imported by Mexico increased from US$47 million in 1986 to US$132 million in 1990. Rep. Richard
Gephardt (D-Missouri) has introduced a bill in the House of Representatives prohibiting Congress
from approving any trade agreement "endangering" US standards for environmental conservation,
labor rights, public health, and consumer protection. The bill has 212 co-sponsors. About 100 farm,
business, environmental and consumer organizations concerned over the loss of jobs in the US once
NAFTA is implemented have endorsed the Gephardt initiative. The New York Times reported that
treaty negotiators have "resolved" the following issues: advertising, banking, computers, patents
and copyrights, conflict resolution, textiles, transportation, insurance, sanitation standards for
foodstuffs, tariffs on manufactures, and temporary work visas. Negotiators agreed on "national
treatment" of advertising agencies in the three nations. Advertising companies are not required to
open offices or contract local personnel in the two countries abroad. Regarding insurance, US and
Canadian companies can acquire control of Mexican firms in which they already hold a minority
stake. All other restrictions are to be eliminated by Jan. 1, 2000. Vendors can sell clothing in any of
three countries if the thread was spun and fabric woven, cut and sewn in one or more of the three
treaty nations. Pending topics include rules of origin for automobiles, foreign participation in the
Mexican petroleum industry, tariffs on agricultural imports, government purchases, and certain
limits Canada and Mexico wish to retain on foreign investment. The Agence France-Presse cited
unidentified informed sources as saying that negotiators cannot possibly resolve all remaining
issues at the ministerial-level meeting scheduled to begin July 26. (Sources: Spanish news service
EFE, El Financiero, 07/14/92; Notimex, 07/14/92, 07/15/92; Inter Press Service, 07/15/92; New York
Times, 07/20/92; Agence France- Presse, 07/15/92, 07/20/92)
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